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1.
Introduction

This document contains a brief summary of the audit outcomes for the Department of Energy portfolio.

2.
Vote 29

2.1
Audit opinion history

	Audit opinions
	08-09
	09-10
	10-11
	11-12

	Department of Energy
	n/a*
	n/a*
	
	

	Nuclear Energy  Corporation of South Africa (NERSA)
	
	
	
	

	Central Energy Fund (CEF)
	
	
	
	

	PetroSA
	
	
	
	

	Nuclear Energy Corporation of South Africa (NECSA)
	
	
	
	

	South African National Energy Research and Development Institute (SANEDI)
	n/a**
	n/a**
	n/a**
	

	EDI Holdings
	
	
	
	

	National Nuclear Regulator (NNR)
	
	
	
	

	Qualification areas
	
	
	
	

	· None
	
	
	
	

	Other matters
	
	
	
	

	· Predetermined objectives
	
	
	
	

	Department of Energy
	n/a*
	n/a*
	X
	

	Nuclear Energy  Corporation of South Africa (NERSA)
	
	
	
	

	Central Energy Fund (CEF)
	X
	X
	
	

	PetroSA
	
	
	
	

	Nuclear Energy Corporation of South Africa (NECSA)
	
	
	
	

	South African National Energy Research and Development Institute (SANEDI)
	n/a**
	n/a**
	n/a**
	X

	EDI Holdings
	
	
	
	

	National Nuclear Regulator (NNR)
	X
	X
	X
	X

	· Compliance with laws and regulations
	
	
	
	

	Department of Energy
	n/a*
	n/a*
	X
	X

	Nuclear Energy  Corporation of South Africa (NERSA)
	
	
	
	X

	Central Energy Fund (CEF)
	X
	X
	X
	X

	PetroSA
	X
	X
	X
	X

	Nuclear Energy Corporation of South Africa (NECSA)
	
	
	X
	X

	South African National Energy Research and Development Institute (SANEDI)
	n/a**
	n/a**
	n/a**
	X

	EDI Holdings
	
	
	X
	X

	National Nuclear Regulator (NNR)
	X
	X
	X
	X


n/a* – The department was only established during the 2010-11 financial year

n/a** – The entity was only established during the 2011-12 financial year

	AUDIT OPINION

	 
	CLEAN AUDIT OPINION: No findings on PDOs and compliance

	 
	UNQUALIFIED with findings on PDOs and compliance

	 
	QUALIFIED AUDIT OPINION (with/without findings)

	 
	DISCLAIMER/ADVERSE AUDIT OPINION


2.2
Key focus areas  

[image: image1.wmf]Auditee

Energy Portfolio

Department of Energy

Nuclear Energy  Corporation of 

South Africa (NERSA)

HR

Central Energy Fund (CEF)

HR

Management

PetroSA

Supply Chain Management

Management

No Matters

Nuclear Energy Corporation of 

South Africa (NECSA)

No improvement

some improvements

South African National Energy 

Research and Development 

Institute (SANEDI)

HR

EDI Holdings

Management

National Nuclear Regulator (NNR)

No Matters

Supply Chain 

Management

No

improvement

Supply Chain 

Management

No

improvement

HR

Management

No Matters

IT controls

No Matters

Material errors

in AFS 

submitted for audit

Some

improvement

HR

Management

No Matters

IT controls

No Matters

Predetermined 

objectives

Improvement

required

Predetermined

objectives

No Matters

HR

Management

No Matters

Material errors

in AFS 

submitted for audit

Some

improvement

Material errors

in AFS 

submitted for audit

Slight

regression

Predetermined

objectives

No Matters

Material errors in AFS 

submitted for audit

No Matters

Supply Chain

Management

Some improvement

Predetermined

objectives

No Matters

Material errors

in AFS 

submitted for audit

Some

improvement

Material errors

in AFS 

submitted for audit

Improvement required 

Predetermined

objectives

No Matters

HR

Management

No Matters

Supply

Chain 

Management

No

matters

Material errors

in AFS 

submitted for audit

Regression

from prior 

year

Predetermined

objectives

No Matters

Predetermined 

objectives

Unchanged

Supply

Chain 

Management

No

matters

Predetermined

objectives

No Matters

Material errors

in AFS 

submitted for audit

Some

improvement

HR

Management

No Matters

HR

Management

No Matters

HR

Management

No Matters

HR

Management

No Matters

IT controls

No Matters

IT controls

No Matters

IT controls

No Matters

IT controls

No Matters

IT controls

No Matters

IT controls

No Matters

Supply

Chain 

Management

No

matters

Supply

Chain 

Management

No

matters

Supply

Chain 

Management

No

matters


2.2.1 Supply chain management (SCM)

	Entity
	Finding
	Root cause
	Recommendation

	Department of Energy
	Employees of the department performed other remunerative work outside their employment in the department without written permission from the relevant authority as required by section 30 of the Public Service Act, 1994 (Act No. 103 of 1994) (PSA).
	The reviewing and monitoring of compliance with applicable laws and regulations supported by National Treasury practise notes were ineffective when dealing with procurement through quotations.

	The requirement of the PSA must be enforced and employees must be informed of the requirement and the processes to follow in order to get approval.

	
	Quotations were awarded to bidders who did not submit a declaration on whether they are employed by the state or connected to any person employed by the state, which is prescribed in order to comply with Treasury Regulation (TR) 16A8.3
	
	Controls should be implemented and monitored to ensure that prospective suppliers submit a declaration of interest when they apply for registration on the list.

	
	Quotations were awarded to suppliers whose tax matters had not been declared by the South African Revenue Service  to be in order, as required by TR 16A9.1(d) and the Preferential Procurement Regulations.
	
	Prospective suppliers must be required to submit their tax clearance certificate when they apply for registration on the list of prospective suppliers and annually when the certificates expire.

	Nuclear Energy  Corporation of South Africa (NERSA)
	No findings 
	
	

	Central Energy Fund (CEF)
	The procurement processes did not comply with the requirements of a fair SCM system as per section 51(1)(a)(iii) of the Public Finance Management Act, 1999 (Act No. 1 of 1999) (PFMA), in that goods and services with a transaction value above R15 000 for quotations and above R500 000 for tenders were procured without inviting competitive bids.

Goods and services were not procured through a procurement process that was fair, equitable, transparent and competitive as required by section 51(1)(a)(iii) of the PFMA, as the use of a sole supplier was not approved by the delegated officials or no motivation was provided for the deviation from the normal procurement process.
	Management did not exercise oversight responsibility regarding compliance by reviewing the appointment process to ensure that all the requirements had been properly applied and that all applicable policies, procedures and legislation had been complied with.

Management did not review the appointment process to ensure that all the requirements had been properly applied and also to ensure that all applicable procurement policies, procedures and legislations had been complied with.
	Management should exercise oversight responsibility by reviewing the appointment process and documentation to ensure that the correct procurement process is followed, as required by the procurement policies and procedures.

Management should review all procurement prior to final approval to ensure that all the requirements in terms of the policies and procedures have been met.

	PetroSA
	The procurement processes did not comply with the requirements of a fair SCM system as per section 51(1)(a)(iii) of the PFMA, in that goods and services with a transaction value above R15 000 for quotations and above R1 000 000 for tenders were procured without inviting competitive bids.


	Based on the work performed, the most important internal control deficiency in the procurement and contract management section was that no motivation was provided for instances where there was a deviation from the procurement policy. There was an evident lack of control in this regard, as deviations were not substantiated as to the reason or the purpose of the deviation. Such instances could lead to irregular expenditure.
	Appropriate controls should be implemented whereby all deviations from the tender process need to be motivated substantially before the contract is awarded to a vendor.

Management should consider updating the procurement policy to state that a motivation must be submitted with each deviation.

PetroSA (SOC) Ltd needs to maintain a log of all deviations. This will assist in the administration of acquiring proper motivations for these deviations as and when they arise.

	Nuclear Energy Corporation of South Africa (NECSA)
	No findings
	
	

	South African National Energy Research and Development Institute (SANEDI)
	No findings
	
	

	EDI Holdings
	No findings 
	
	

	National Nuclear Regulator (NNR)
	No findings
	
	


2.2.2 Predetermined objectives

	Entity
	Finding
	Root cause
	Recommendation

	Department of Energy
	Although no material findings concerning the usefulness and reliability of the performance information were identified in the performance report, attention was drawn to the level of non-achievement of the planned targets:
Of the total number of planned targets, only 96 were achieved during the year under review. This means that 43% of the total planned targets were not achieved during the year under review.
	n/a
	n/a

	Nuclear Energy  Corporation of South Africa (NERSA)
	No findings
	
	

	Central Energy Fund (CEF)
	Although no material findings concerning the usefulness and reliability of the performance information were identified in the performance report, attention was drawn to the level of non-achievement of the planned targets:
Of the total number of 13 planned targets, only seven were achieved during the year under review. This means that 46% of the total planned targets were not achieved during the year under review. However, in terms of the weights as allocated by the entity, these represent targets with a cumulative weight of 35% not having been achieved.
	n/a
	n/a

	PetroSA
	Although no material findings concerning the usefulness and reliability of the performance information were identified in the performance report, attention was drawn to the level of non-achievement of the planned targets:
Of the total number of planned targets, 20 were achieved during the year under review. This represents 38% of total planned targets that were not achieved during the year under review. I draw attention to pages 16 to 20 which provide reasons for the relevant performance indicators not being achieved.
	n/a
	n/a

	Nuclear Energy Corporation of South Africa (NECSA)
	No findings
	
	

	South African National Energy Research and Development Institute (SANEDI)
	A total of 54% of the actual reported measures relevant to the selected material objectives were not accurate when compared to source information.

The report on predetermined objectives was not useful in accordance with the predetermined criteria. 

The report on predetermined objectives did not fairly state the actual achievements against predetermined objectives in accordance with the predetermined criteria.
	Lack of review procedures relating to actual achievements by senior management.
	Management should ensure that the predetermined objectives are in line with the requirements of the Treasury Regulations and the National Treasury’s Framework for managing programme performance information (FMPPI). In this regard a thorough review must be undertaken of information contained in the corporate plan to ensure that the performance information is aligned to the FMPPI. 

	
	The accounting authority did not ensure that the public entity had maintained an effective, efficient and transparent system of internal control regarding performance management, which described and represented how the entity’s process of performance planning, monitoring, measurement, review and reporting was conducted, organised and managed, as required by section 51(1)(a)(i) of the PFMA.
	Lack of exercise oversight responsibility regarding financial and performance reporting, compliance and related internal controls.
	Management should implement comprehensive documented standard operating procedures that clearly describe and regulate the performance information system. 

	
	The accounting authority did not ensure that the corporate plan of the public entity included clearly defined, verifiable and measurable targets, as required by TR 29.1.
	
	

	EDI Holdings
	No findings
	
	

	National Nuclear Regulator (NNR)
	The FMPPI requires that the time period or deadline for delivery be specified. A total of 57% of the targets relevant to optimising the regulatory framework and enhance stakeholder relations were not time bound in specifying a time period or deadline for delivery. This was due to a lack of key controls in the relevant systems of the collection, collation, verification and storage of actual performance information.
	The executive authority did not develop and monitor the implementation of action plans to address internal control deficiencies. 


	The accounting authority (through the delegation of overall review responsibility to an appropriate senior official) must ensure that  all planned and reported indicators with their related targets meet the SMART principles and that there is consistency in the reported information.

	
	The FMPPI requires that documentation addressing the systems and processes for identifying, collecting, collating, verifying and storing information be properly maintained. Source information for 27% of the actual reported performance for the selected targets was not completely recorded.  This was due to a lack of key controls in the relevant systems of the collection, collation, verification and storage of actual performance information. 
	
	

	
	Material misstatements in the annual performance report were identified during the audit, which were corrected by management.
	
	


2.2.3 Human resources (HR)
No findings reported in the Audit report.

2.2.4 Information technology (IT) controls
No findings reported in the Audit report.

2.2.5 Material errors/omissions in the annual financial statements (AFS) submitted for auditing

	Entity
	Finding
	Root cause
	Recommendation

	Department of Energy
	The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework, as required by section 40(1)(b) of the PFMA. A material misstatement of disclosure items identified by the auditors in the submitted financial statements was subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion.
	Controls were not monitored and reviewed to ensure accurate and complete financial reports that were supported and evidenced by reliable information to avoid material adjustments to the financial statements submitted for auditing.
	Proper controls should be implemented and monitored to ensure accurate and complete financial reports that are supported and evidenced by reliable information. 

	Nuclear Energy  Corporation of South Africa (NERSA)
	The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework, as required by section 55(1)(a) of the PFMA. Material misstatements of intangible assets and employee costs identified by the auditors in the submitted financial statements were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion.
	Manual and computer controls were not adequate, as they did not prevent or detect the errors in the financial statements.


	Management should ensure that intangible assets that have been fully amortised are not amortised and that intangible assets are amortised according to the Standards of Generally Recognised Accounting Practice (GRAP).



	Central Energy Fund (CEF)
	The consolidated financial statements submitted for auditing were not prepared in all material respects in accordance with the requirements of section 55(1)(b) of the PFMA and section 29(1)(a) of the Companies Act. Material misstatements identified by the auditors relating to the classification of assets and the impairment of other financial assets were subsequently corrected.
	Lack of adequate review of the AFS by management.


	These AFS should be reviewed by the governance structures, i.e. management, internal audit and audit committee.

The AFS that are submitted must be the final set approved by the leadership and reviewed as referred to above.

	PetroSA
	The accounting authority submitted financial statements for auditing that were not prepared in all material aspects in accordance with the prescribed financial reporting framework and supported by full and proper records, as required by section 55(1)(b) of the PFMA and section 29(1)(a) of the Companies Act. Material misstatements of non-current and current assets identified by the auditors in the submitted financial statements were subsequently corrected.
	Regular, accurate and complete financial and performance reports that were supported and evidenced by reliable information were not prepared. 


	The supporting schedules used to arrive at the accounting for intercompany receivables and long-term assets reflected in the financial statements were not subjected to sufficient, appropriate and regular reviews during the financial year. As a first line of assurance, management should on a regular basis conduct a review of the financial records and other relevant information to ensure accurate and complete financial statements.

	Nuclear Energy Corporation of South Africa (NECSA)
	No findings
	
	

	South African National Energy Research and Development Institute (SANEDI)
	The financial statements submitted for auditing within two months after the end of the financial year, as required by section 55(1)(c) of the PFMA, were not prepared in all material respects in accordance with GRAP and section 55(1)(b) of the PFMA.
	Management's lack of knowledge regarding the Standards of GRAP.
	Staff need to be trained on the requirements of GRAP. 

	EDI Holdings
	The financial statements submitted for auditing were not prepared in all material respects in accordance with the requirements of section 55(1)(a) of the PFMA. Material misstatements of capital assets, accounts receivable, provisions, related parties and expenditure identified by the auditors were subsequently corrected.
	The information systems used for recording and processing transactions did not produce reliable information without extensive manual intervention during the preparation of the AFS at year-end.
	Information produced by the system should be scrutinised and adequately reviewed by senior officials prior to inclusion in the AFS.

	National Nuclear Regulator (NNR)
	The financial statements submitted for auditing were not prepared in all material respects in accordance with the requirements of section 55(1)(a) of the PFMA. Material misstatements of capital assets, liabilities, expenditure and disclosure items identified by the auditors were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion.


	Management did not prepare regular, accurate and complete financial and performance reports that were supported and evidenced by reliable information.

Proper record keeping was not implemented in a timely manner to ensure that complete, relevant and accurate information was accessible and available to support financial and performance reporting.
	Management should implement controls to ensure that errors are timeously identified and corrected to ensure that accurate records of financial activities are kept to allow the preparation of accurate AFS. 




2.2.6 Transfer of funds

	Entity
	Finding
	Root cause
	Recommendation

	Department of Energy
	The arrangements and requirements for the integrated national electrification programme (municipal) grant as defined in the framework for the allocation were not adhered to, as the department did not sign the memorandums of agreement with all the municipalities before the beginning of the financial year, in contravention of section 10(1)(e) of DoRA. 
	The reviewing and monitoring of compliance with applicable laws and regulations supported by National Treasury practice notes were ineffective when dealing with transfer payments.


	Controls should be implemented and monitored to ensure that memorandums of agreement between the department and municipalities are concluded and signed off before 31 March of each financial year so that certificates of compliance can be submitted to the National Treasury as required by DoRA.


2.2.7 Other non-compliance
	Entity
	Finding
	Root cause
	Recommendation

	Department of Energy
	Annual report

The annual report for the year under review did not include information on the extent of monitoring performed by the department of the compliance by municipalities with the Division of Revenue Act (DoRA) and the conditions of the allocation provided in the grant framework, as required by section 13(2) of DoRA.
	Controls were not implemented and monitored to ensure compliance with laws and regulations.
	Management must ensure that controls are implemented and monitored to ensure compliance with the requirements of DoRA.

	
	Expenditure management

The accounting officer did not take effective steps to prevent irregular expenditure, as required by section 38(1)(c)(ii) of the PFMA and Treasury Regulation 9.1.1.
	Controls were not implemented and monitored to ensure compliance with laws and regulations.
	Management must ensure that controls are implemented and monitored to ensure compliance with the requirements of the PFMA and Treasury regulations

	Nuclear Energy  Corporation of South Africa (NERSA)
	No findings
	
	

	Central Energy Fund (CEF)
	Expenditure management

The accounting authority did not take effective and appropriate steps to prevent fruitless and wasteful and irregular expenditure as per the requirements of section 51(1)(b) of the PFMA. As disclosed in note 48 to the consolidated and separate financial statements the public entity incurred fruitless and wasteful expenditure amounting to R35 999 000 and irregular expenditure of R73 762 000.
	Findings relating to expenditure management could have been avoided has the entity implemented adequate controls over the establishment and communication of formal policies and procedures to enable and support the detection and prevention of irregular and fruitless and wasteful expenditure.
	Management must ensure that controls are implemented and monitored to ensure compliance with the requirements of the PFMA 

	PetroSA
	Expenditure management

The accounting authority did not take effective steps to prevent fruitless and wasteful and irregular expenditure, as required by section 51(1)(b)(ii) of the PFMA. Fruitless and wasteful expenditure of R35 837 000 and irregular expenditure of R27 387 000 were incurred in the current year as disclosed in note 37 to the annual financial statements.
	The establishment and communication of formal policies and procedures to enable and support the detection and prevention of irregular and fruitless and wasteful expenditure should be prioritised.
	Management must ensure that controls are implemented and monitored to ensure compliance with the requirements of the PFMA

	
	Environmental compliance matters
There is a contravention of the “duty of care” principle as envisaged in section 28(1) as well as section 28(14) and (15) of the National Environmental Management Act (Act 107 of 1998), as timely corrective action has not been implemented with regards to contamination at the operating  facilities of the entity. 
	The establishment and communication of formal policies and procedures to address the “duty of care” principle with regards to the environmental compliance matters should be prioritised.
	Management must ensure that controls are implemented and monitored to ensure compliance with the requirements of the National Environmental Act

	Nuclear Energy Corporation of South Africa (NECSA)
	Expenditure management

The accounting authority did not take effective steps to prevent fruitless and wasteful and irregular expenditure, as required by section 51(1)(b)(ii) of the PFMA.
	The fruitless and wasteful expenditure could have been prevented had compliance with laws and regulations been properly reviewed and monitored by management
	Management must ensure that controls are implemented and monitored to ensure compliance with the requirements of the PFMA

	South African National Energy Research and Development Institute (SANEDI)
	No findings
	
	

	EDI Holdings
	No findings
	
	

	National Nuclear Regulator (NNR)
	Asset management

The accounting authority did not implement proper control systems for the safeguarding and maintenance of assets to prevent theft, losses, wastage and misuse as required by section 51(1)(c) of the PFMA.
	There are no controls in place to manage the entities fixed assets and ensure the asset register is accurate and complete and agrees to the amounts disclosed in the annual financial statements.
	Management must Implement proper record keeping in a timely manner to ensure that complete. relevant and accurate information is accessible and available to support financial and performance reporting

	
	Cash and cash equivalents

Bank reconciliations for the Call Account were not performed on a weekly basis, as required by Treasury Regulation 31.1.2(j).
	There were insufficient controls for the management of assets at the entity thus resulting in significant adjustments being made to assets mainly due to inadequacies that were identified with regard to the asset management system being used during the financial year which have subsequently been replaced with a new system.  
	Management must ensure that controls are implemented and monitored to ensure compliance with the requirements of the Treasury Regulations


2.2.8 Financial health
	Entity
	Emphasis of matter paragraph

	Nuclear Energy Corporation of South Africa (NECSA)
	The directors’ report, note 3 in the consolidated annual financial statements indicates that whilst the South African Nuclear Energy Corporation SOC limited has been assessed as a going concern for the financial year ended 31 March 2012, there has been a significant reduction in government funding. This along with other matters set forth in the directors report indicate the existence of material uncertainty that may cast significant doubt on the entity’s ability to fulfil certain of its obligations as they become due.

	South African National Energy Research and Development Institute (SANEDI)
	As at 31 March 2012, the public entity’s current liabilities exceeded its total assets by 
R10.7 million. In addition, the public entity acknowledges that they have a MTEC allocation of R56.1 million and therefore they are able to continue as a going concern. Should the MTEC allocation not materialise, these conditions indicates the existence of a material uncertainty that may cast significant doubt on the public entity’s ability to operate as a going concern. The Directors believe that the entity will not be able to fully operationalise in the absence of adequate funding.


3.
Other matters of interest 

Unauthorised expenditure
	Auditee
	Unauthorised expenditure

	
	Movement
	Amount
R
2012
	Amount
R
2011

	1
	Department of Energy
	[image: image10.png]



	-
	R14.9m


Fruitless and wasteful expenditure
	Auditee
	Fruitless and wasteful expenditure

	
	Movement
	Amount
R
2012
	Amount
R
2011

	1
	Department of Energy
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	-
	-

	2
	Nuclear Energy Corporation of South Africa (NERSA)
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	- 
	 -

	3
	Central Energy Fund (CEF): Group (excluding PetroSA) 
	[image: image13.png]NOTES:





	R0.175m
	R3.4m

	4
	PetroSA
	 
	 R35.8M
	 R21.6m

	5
	Nuclear Energy Corporation of South Africa (NECSA)
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	R1.5m 
	R0.1m 

	6
	South African National Energy Research and Development Institute (SANEDI)
	 
	-
	- 

	7
	EDI Holdings
	 
	 R0.52m
	 R0.00

	8
	National Nuclear Regulator (NNR)
	 
	R0.2m 
	R0m


Irregular expenditure 

	Auditee
	Irregular expenditure

	
	Movement
	Amount
R
2012
	Amount
R
2011

	1
	Department of Energy
	
	R22.3m
	R112.3m

	2
	Nuclear Energy Corporation of South Africa (NERSA)
	
	 R0.4m
	R0.9m 

	3
	Central Energy Fund (CEF): Group (excluding PetroSA)
	
	R47.4m
	R.2m

	4
	PetroSA
	 
	R27.4m 
	R17m 

	5
	Nuclear Energy Corporation of South Africa (NECSA)
	 
	- 
	- 

	6
	South African National Energy Research and Development Institute (SANEDI)
	 
	- 
	- 

	7
	EDI Holdings
	 
	 -
	- 

	8
	National Nuclear Regulator (NNR)
	 
	-
	R21.5m  


4.
Other AG reports

Investigations

No investigations are currently underway as undertaken by the AGSA.

Performance audits

No performance audits are currently underway as undertaken by the AGSA.
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